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On March 23, the Paris Club of creditor nations agreed to cancel 67% of Nicaragua's bilateral debt
owed to some nations in the 18-member group, thus modifying a prior arrangement reached in 1991
in which the Paris Club had agreed in principle to pardon 50% of the debt. The accord represents
an important first step in renegotiating Nicaragua's foreign debt. Nevertheless, the government
must still reach accords with other governments outside the Paris Club, as well as with commercial
creditors and multilateral lending institutions, which together account for the bulk of Nicaragua's
staggering US$12 billion foreign debt.
During the period of Sandinista control (1979-1990), fiscal deficits and slow growth drove
indebtedness from US$1.6 billion in 1980 to US$9.3 billion in 1989. Unwilling to comply with
conditions for credits set by the International Monetary Fund (IMF), and blocked by the US from
various sources of multilateral funds in the 1980s, the Sandinista government turned to bilateral
borrowing in the Soviet bloc and elsewhere.
President Violeta de Chamorro's administration has, since 1990, been successful in reducing
runaway annual inflation from 7,485% in 1990 to 20% in 1993. Nevertheless, economic growth
has languished in the negative numbers and the current account deficit for 1993 was still over
US$550 million. These factors have hamstrung efforts to entice new capital inflows. In 1994, the
administration was able to get a US$120 million enhanced structural adjustment loan from the IMF
and US$500 million from the Inter-American Development Bank (IDB), but to maintain these loans,
Nicaragua must show progress in budget deficit reduction. In 1991, the administration negotiated an
agreement in principle that committed the Paris Club to reduce up to 50% of the debt owed to some
of the Paris Club members.
In addition, since 1991 the government negotiated individual debt restructuring agreements with
various countries, including Austria, Denmark, England, Mexico, Sweden, and the US. Nevertheless,
except for a slight drop in 1991, total foreign indebtedness has continued its climb every year of the
Chamorro administration. Nicaragua owes a total of US$1.6 billion in bilateral debt to Paris Club
members, representing only a small portion of the country's total foreign debt, which at present
hovers at about US$12 billion. Thus, to further alleviate Nicaragua's crushing debt burden, in this
latest round of negotiations the Paris Club agreed to increase the amount reduced from the 50%
conceded in 1991 to 67%.
On announcing the 67% reduction, the Paris Club said Nicaragua's very low per capita income and
heavy debt burden justify the "special treatment." At US$12 billion, the country's total debt averages
about US$2,800 per person, yet per capita income is only US$360. Thus, Nicaragua carries the
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heaviest per capita debt burden in the world. In fact, the 67% figure conforms to the "Naples terms"
on debt reduction agreed upon at the December 1994 summit meeting of the leading industrialized
countries (G-7). The Naples agreement called for easier terms when negotiating debt restructuring
or forgiveness, specifically raising the maximum amount of reduction for the poorest nations from
50% to 67%. All told, the agreement with the Paris Club means that just under US$600 million in
bilateral debt will be written off, since only about US$860 million of the US$1.6 billion owed to the
Paris Club was under negotiation.
Most of the remaining debt to Paris Club members had already been renegotiated under individual
arrangements. In the end, the deal will lower Nicaragua's annual debt service by about US
$40 million this year, and by a little over US$100 million in 1996. "It's the first big step in the
renegotiation of the entire foreign debt," said Minister of the Presidency Antonio Lacayo. According
to Lacayo, the government will now seek negotiations with other foreign creditors. The goal is
to bring the total foreign debt down to less than one-fourth its current level, reducing it over the
next few years to under US$3 billion. "What we need is to bring the debt down to levels similar to
our national production so that we can be a country that is still heavily indebted but at a normal,
or sustainable, or payable level," said Werner Ahlers, Nicaragua's director of foreign debt. Prior
to the new agreement with the Paris Club, the country's real debt service obligations totalled US
$800 million per year, but Nicaragua has only been paying its debt to Paris Club members and
multilateral lending institutions, such as the World Bank and the IMF.
In effect, the goal is to eventually reach a debt level no greater than four times the value of the
nation's exports, and annual debt service of no more than 16% of the value of exports. If the
government tried to meet its current debt obligations without any further negotiations, repayment
would take as much as 50 years under present export-earning levels, which in recent years have
hovered around US$300 million. The Chamorro administration hopes that the agreement with the
Paris Club will boost its bargaining clout with other creditors, including countries from the former
Eastern bloc. Nicaragua owes a total of US$4 billion to those countries US$3.4 billion of which is
owed just to Russia and the government hopes to receive pardons from those nations equivalent
to about 95% of the debt. Apart from the Paris Club and the Eastern bloc nations, Nicaragua owes
about US$1 billion in bilateral debt to other Latin American countries. It also owes about US$1.6
billion to foreign commercial banks, and another US$4 billion to multilateral institutions and
miscellaneous creditors.
In April, Nicaraguan officials will travel to Israel for meetings with representatives of the IMF,
the World Bank, and the IDB. During those talks, the government will appeal for the banks'
assistance to renegotiate debts with private commercial creditors. Still, the government will be
hard pressed to meet the harsh terms of debt restructuring likely to come out of new negotiations,
since the lending institutions are likely to demand much more austerity to bring the country's fiscal
deficit under control. According to the Development Gap a nongovernmental organization that
is tracking the social impact of Nicaragua's debt crisis 75% of Nicaragua's people live in poverty,
and unemployment has risen from 25% in 1988 to 52% in 1994. (Sources: Reuter, 03/21/95, 03/23/95;
Notimex, 03/21/95; Inter Press Service, 03/23/95; Agence France-Presse, 03/02/95, 03/03/95, 03/23/95,
03/24/95; Financial Times, 03/21/95, 03/24/95; Agencia Centroamericana de Noticias-Spanish news
service EFE, 03/08/95, 03/25/95)
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